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Summary 

In recent decades, the United States has entered into binding investment agreements with foreign 
countries to facilitate investment flows, reduce restrictions on foreign investment and expand 
market access, and enhance investor protections, while balancing other policy interests. Some 
World Trade Organization (WTO) agreements address investment issues in a limited manner. In 
the absence of a comprehensive multilateral agreement, bilateral investment treaties (BITs) and 
investment chapters in free trade agreements (FTAs), known as international investment 
agreements (IIAs), have been the primary tools for promoting and protecting international 
investment. 

This report answers frequently asked questions about U.S. IIAs including provisions for investor- 
state dispute settlement. 
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T he United States is a major source and recipient of foreign direct investment (FDI). In 
recent decades, the United States has entered into binding international investment 
agreements (IIAs) with foreign countries to facilitate investment flows, reduce restrictions 
on foreign investment, expand market access, and enhance investor protections, while balancing 
other policy interests. Congress is active in developing and implementing U.S. policy on 
protecting and promoting FDI, including through setting trade policy negotiating objectives in 
Trade Promotion Authority (TPA) legislation, Senate ratification of bilateral investment treaties 
(BITs); and congressional consideration of legislation to implement free trade agreements (FTAs). 
Bicameral legislation to reauthorize TPA, the “Bipartisan Congressional Trade Priorities and 
Accountability Act of 2015” (H.R. 1890/S. 995), was introduced in April 2015 and is currently 
under consideration. 

This report answers frequently asked questions about IIAs made between the United States and 
other countries. Questions are categorized in three main areas: (1) background and context; (2) 
U.S. international investment agreements; and (3) investor-state dispute settlement (ISDS). An 
Appendix summarizes select ISDS cases. 



Background and Context 



What is foreign direct investment (FDI)? 

Foreign direct investment (FDI) is a type of cross-border capital flow. It takes place when a 
resident (including a company) of one country obtains a lasting interest in, and a degree of 
influence over the management of, a business enterprise in another country. The United States 
defines direct investment as the ownership of at least 10% of the voting securities of an 
incorporated business enterprise or the equivalent interest in an unincorporated business 
enterprise. 1 The U.S. “international investment position” or “stock” of FDI is the cumulative 
amount at a given point in time, while the flow of FDI measures its movement for a particular 
period of time, such as for a year. 



What is the composition and size of FDI? 

In 2013, the total stock of global FDI surpassed $25 trillion, with the United States continuing to 
have the world’s largest cumulative share of FDI on a country basis ($4.9 trillion). 2 Global FDI 
inflows increased by 9% to reach nearly $1.5 trillion in 2013, though remaining below pre-2008 
financial crisis levels (Figure l ). 3 According to preliminary estimates, global FDI inflows 
decreased to $1.26 trillion in 20 14. 4 Historically, developed countries have been the primary 
sources of global direct investment. In recent years, emerging market and developing economies 
have played an increasing role in global investment. In 2010, these economies accounted for the 



1 15 C.F.R. §806. 15(a)(1). 

2 United Nations Conference on Trade and Development (UNCTAD). UNCTADstat database. Investment stock 
measured in U.S. dollars at current prices and current exchange rates. 

3 Ibid. 

4 UNCTAD. “Global FDI Flows Declined in 2014, China Becomes the World’s Top Recipient,” January 29, 2015. 
According to UNCTAD, 2014 preliminary estimates exclude Caribbean offshore financial centers. 
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more than 50% of global FD1 inflows for the first time. While FD1 generally has flowed from 
capital-exporting, developed countries to developing countries, “South-South” investment flows 
are growing. FD1 flows can fluctuate broadly on a year to year basis, associated with changes in 
global economic conditions, the impact of certain business deals, and other factors. As such, the 
U.S. position as the leading recipient of direct investment flows has been overtaken in some 
years. According to preliminary estimates, in 2014, the U.S. position as a recipient of inward 
direct investment dropped to third largest ($86 billion), after China ($128 billion) and Flong Kong 
($111 billion). 5 



Figure I. Global FDI Inflows, 1970-2013 

(Billions of U.S. Dollars) 

$ 2,100 
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Source: UNCTAD, FDI database. 

Notes: Data for inward FDI flows. Measured in current prices and current exchange rates. 

In 2013, the stock of U.S. direct investment abroad totaled $4.7 trillion, with Europe and Latin 
America ranking as the first and second largest recipients. 6 Meanwhile, the stock of direct 
investment in the United States totaled $2.8 trillion, with investors from Europe and the Asia- 
Pacific ranking as the first and second largest sources of inward U.S. FDI. 



5 UNCTAD, “Global FDI Flows Declined in 2014, China Becomes the World’s Top Recipient,” January 29, 2015. The 
publication does not provide include information on 2014 FDI outflows. As of this writing, UNCTAD’s statistical 
database does not include comprehensive information for 2014. Cross-border merger and acquisition sales in the United 
States declined in 2014, attributed primarily due to a stock buyback deal by Verizon of shares owned by Vodafone, a 
European firm. 

6 U.S. Bureau of Economic Analysis (BEA), Department of Commerce. U.S. FDI stock is reported on a historical-cost 
basis. 
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Figure 2. U.S. Direct Investment Abroad and FDI in the United States, 2013 

(Billions of U.S. Dollars) 
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Source: CRS, based on data from the Bureau of Economic Analysis. 
Note: Stock of FDI on a historical cost basis. 



What is the relationship between international trade and 
investment? 

Investment is considered to be a major driver of trade. Economists generally believe that firms 
invest abroad because those firms possess some special process or product knowledge or because 
they possess special managerial abilities which given them an advantage over other firms. 7 In 
general, U.S. firms invest abroad to serve the foreign local market, rather than to produce goods 
to export back to the United States, although some firms establish overseas operations to replace 
U.S. exports or production, or to gain access to raw materials, less expensive labor, or other 
markets. 8 Foreign companies may choose to invest in the United States, for instance, to access 
U.S. skills, resources, and the U.S. consumer market. 9 Both U.S. inward and outward direct 
investment play a role in U.S. trade, jobs, and production. In 20 1 1 , the affiliates of foreign firms 



7 Language drawn from CRS Report RS21 118, U.S. Direct Investment Abroad: Trends and Current Issues , by James 
K. Jackson. 

8 Ibid. 

9 The Executive Office of the President and the Department of Commerce, Winning Business Investment in the United 
States, May 2014. 
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